
 

 

Plan 3 Vesting 
 
 
 
 
 
 

Background 
 

New Plan 3 members of TRS, SERS, and PERS are vested in the defined 
benefit portion of their plan after ten years of service or after five years 
of service if 12 months of that service is earned after attaining age 54.  
Plan 3 members are immediately vested in the defined benefit portion of 
their plan.   

 

Committee Activity 
  
 Presentations: 
  July 19, 2005 – Executive Committee 
  August 23, 2005 – Full Committee 
 
 Proposal: 
  October 18, 2005 - Full Committee 
 

Recommendation to Legislature 
  

Reduce the required length of service for defined benefit vesting in the 
PERS, SERS, and TRS Plans 3 from ten years to five years for all 
members. 

 

Staff Contact 
 
 Laura Harper, Senior Research Analyst, Legal 
 360.786.6145; harper.laura@leg.wa.gov 



2005 Interim IssuesDecember 2005 Page 1 of 5
O:\Reports\Interim Issues\2005\Issues\8.Plan 3 Vesting Report.wpd

Select Committee on Pension Policy
Plan 3 Vesting

(December 16, 2005)

Issue Reduce the required length of service for vesting
in the Defined Benefit (DB) portion of the PERS,
SERS, and TRS Plans 3 from ten years to five
years.

Staff Laura Harper, Senior Research Analyst/Legal
(360) 786-6145

Members Impacted As of the most recent valuation, there were
58,101 Plan 3 members who were not vested. 
Non-vested members included those who had
less than ten years of service; those who were
not vested in Plan 2 on July 1, 1996, in TRS;
September 1, 2000, in SERS; or June 1, 2003,
in PERS; and those who did not have five years
of service including 12 months after age 54.  Any
of these non-vested members would be affected
by this proposal unless they leave employment
or become vested prior to the effective date of
any legislation to change the vesting period.

Current Situation New Plan 3 members of TRS, SERS, and PERS
are vested in the DB portion of their plan after
ten years of service or after five years of service if
12 months of that service is earned after
attaining age 54.  Plan 3 members are
immediately vested in the Defined Contribution
(DC) portion of their Plan.

History SHB 1298 was introduced in the 2003 legislative
session.  The bill would have shortened the DB
vesting period in the Plans 3 from ten to five
years.  The bill passed the House, but was not
heard in the Senate.  In 2004, similar legislation
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was introduced as SB 6247/HB 2540.  It passed
in the Senate, but died in House Appropriations. 
In 2005, the SCPP recommended SB 5517/HB
1320, which would have made the same change
to Plan 3 vesting as had been proposed in 2003
and 2004.  A substitute bill passed the House
that would have lowered the vesting period from
ten to five years only for those members who are
age 45 and older.  This modification made the
bill less costly, however, the substitute bill did
not receive a hearing in Senate Ways and
Means.

Policy Analysis

The Plans 3 are hybrid plans.  The DB portion of these plans (the portion to
which the ten-year vesting period applies) uses a formula to determine the
monthly retirement benefit that a member will receive for life:  1% x Average
Final Compensation (AFC) x years of service credit.  The defined benefit is
funded entirely by employers.  When members leave employment prior to
becoming vested, they forfeit these employer contributions.  On the other hand,
the DC portion of the Plans 3 is funded entirely by employees.  Employees are
immediately vested in their own contributions.

When the Plans 3 were on the drawing board, one of the concerns was the
small size of the defined benefit that members would receive if they earned only
a modest amount of service credit before full retirement.  Plan 2 members
receive 10 percent of AFC upon vesting (5 years × 2% per year).  This 10
percent standard was used for the DB portion of the Plans 3.  Setting the
vesting period in the Plans 3 to ten years guaranteed vested members 10
percent of their AFC as a minimum defined benefit (10 years x 1% per year).  

In the design of the Plans 3, the long vesting period for the DB portion of the
pension was offset by the fact that Plan 3 members were immediately vested in
the DC portion of their benefit.  Since the defined benefit would be such a
small portion of the total benefit during the early years of employment, and
since members were immediately vested in their employee contributions, it was
felt that those who left employment before the end of the vesting period would
not be losing such a significant amount of their total retirement benefit that the
longer vesting period would adversely affect employment behavior.
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The following table illustrates the value of the DB portion of Plan 3 for
members who entered the plan at various ages and separated from service after
five years.  These examples assume an average final compensation of $30,000
and an annual inflation rate of 3.5 percent.

Future Value of Plan 3 Benefit, Adjusted for 3.5 percent Assumed Inflation
(Defined Benefit payable at 65 = 1% x $30,000 x 5 years of service)

Entry Age Age at Separation DB Benefit at 65 Future Value* % of DB

25 30 $1,500 $450 30%

35 40 $1,500 $635 42%

45 50 $1,500 $895 60%

55 60 $1,500 $1,263 84%
*Reduced for 3.5 percent assumed annual inflation from age at separation to age 65.  

The table illustrates that for those who are hired at earlier ages, the future
benefit that is forfeited due to failure to vest is smaller after adjustment for
assumed inflation from age at separation to age 65.  This is consistent with the
rationale behind the ten-year vesting period and the reason why the vesting
period was lowered for older employees.  The higher the plan entry age, the
greater the percentage of the future benefit that would be forfeited at
separation as the result of a failure to vest.

It is unknown whether members actually analyze their own retirement benefits
at this level of detail or how much the vesting period is a factor in employment
decisions.  Theoretically, shorter vesting periods support attraction of new
employees.  Longer vesting periods support retention of current employees.  

Another retention incentive in the Plans 3 is the provision that members who
remain in the Plans 3 for at least 20 service-credit years receive the additional
benefit of an “inflation protector.”  These members receive an increase in the
DB portion of their retirement allowance of 3 percent per year, compounded for
each month from the date of separation to the date that the retirement
allowance commences.  

Comparison with Washington Plans and Other States

The ten-year vesting period for the DB portion of the Plans 3 is the longest
among the plans administered by Washington State.  The Plans 1 and 2, which
are all DB and not hybrid plans, have five-year vesting periods.   
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The national trend in retirement plans is toward shorter vesting periods due to
the increasing mobility of the workforce and the trend toward multiple careers. 
However, numerous state and municipal retirement plans still use a ten-year
vesting period.  In the 2002 survey from the Public Pension Coordinating
Council covering 276 public retirement plans, a total of 96 plans had vesting
requirements of ten years or more.  More than 40 of those plans were
administered by 25 states or territories in addition to Washington.  In
comparison, 132 plans had vesting requirements of five years or less.  The
survey results are attached.

Results of the Wisconsin Legislative Councils' 2002 Comparative Study of
Major Public Employee Retirement Systems are also attached.  According to
this report, in 2002 a total of 60 out of 85 plans required five years or less of
service to vest, with an increase of six plans in this category since the 2000
report.  The number of plans in 2002 that required ten years of service to vest
decreased by five plans from the 2000 report and by 20 plans from the 1990
report.  

Options

The proposal to lower the vesting period for the DB portion of the Plans 3 from
ten to five years has been considered and rejected during the last three
legislative sessions.  With that in mind, the Committee may wish to consider
alternative approaches to the issue.  One possibility is that the proposal was
rejected due to cost.  

An option for lowering the cost was explored in the development of last
session's substitute bill, which proposed a five-year vesting in the higher age
bracket (i.e. those 45 and over) when the vesting period is more likely to affect
employment behavior.  Currently five-year vesting is available in the Plans 3 if
12 months of a member’s service is earned after attaining age 54.  That age
could certainly be lowered to a threshold age of 50 or 45.  These options were
priced in November 2004 and the results are attached in the document entitled

Plan 3 Vesting Supplemental Summary.

If the SCPP wishes to pursue the issue of Plan 3 vesting, it might be useful to
study the probability of member termination at various ages as well as the
value of the DB component of the Plans 3 at various ages in order to better
assess whether any changes to the vesting period might affect employment
behavior.
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If the Committee determines that the cost of changing the vesting period is
prohibitive at this time, another option would be to encourage additional
member education.  There may be a perception that the longer vesting period
for the DB portion of the Plans 3 is a detriment to those who might select Plan
3.  However, through additional member education, more new hires may be
able to better evaluate the financial implications of the vesting period and
better understand the tradeoffs in the design of the Plans 3.

Stakeholder Input

Letters requesting that Plan 3 vesting be considered by the SCPP during the
2004 and/or 2005 interim are attached.

Executive Committee and SCPP Recommendations

At its July 19, 2005, meeting the Executive Committee considered whether to
bring this issue back before the full committee.  At that time it was decided
that the full SCPP should consider the issue at its August 23, 2005, meeting. 
The full committee was briefed on August 23, 2005, and staff was directed to
prepare a new bill draft for introduction in the 2006 legislative session.  The
bill was approved by the full committee on October 18, 2005.  

Draft Bill (Attached)

Draft Fiscal Note (Attached)

It should be noted that if passed, the cost of this Plan 3 benefit enhancement
would be shared equally among Plan 2/3 employers and Plan 2 employees. 
This cost-sharing approach is defined under state law in the actuarial funding
chapter, Chapter 41.45 RCW.  

Stakeholder Input (Attached)















_____________________________________________

BILL REQUEST - CODE REVISER'S OFFICE
_____________________________________________

BILL REQ. #: Z-0836.1/06

ATTY/TYPIST: LL:rmh

BRIEF DESCRIPTION: Allowing vesting after five years of service in
the defined benefit portion of the public
employees' retirement system, the school
employees' retirement system, and the teachers'
retirement system plan 3.



 1 AN ACT Relating to vesting after five years of service in the
 2 defined benefit portion of the public employees' retirement system, the
 3 school employees' retirement system, and the teachers' retirement
 4 system plan 3; and amending RCW 41.32.875, 41.35.680, and 41.40.820.

 5 BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF WASHINGTON:

 6 Sec. 1.  RCW 41.32.875 and 2000 c 247 s 903 are each amended to
 7 read as follows:
 8 (1) NORMAL RETIREMENT.  Any member who is at least age sixty-five
 9 and who has((:
10 (a))) completed ((ten)) five service credit years((; or
11 (b) Completed five service credit years, including twelve service
12 credit months after attaining age fifty-four; or
13 (c))) or completed five service credit years by July 1, 1996, under
14 plan 2 and who transferred to plan 3 under RCW 41.32.817((;))
15 shall be eligible to retire and to receive a retirement allowance
16 computed according to the provisions of RCW 41.32.840.
17 (2) EARLY RETIREMENT.  Any member who has attained at least age
18 fifty-five and has completed at least ten years of service shall be
19 eligible to retire and to receive a retirement allowance computed
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 1 according to the provisions of RCW 41.32.840, except that a member
 2 retiring pursuant to this subsection shall have the retirement
 3 allowance actuarially reduced to reflect the difference in the number
 4 of years between age at retirement and the attainment of age sixty-
 5 five.
 6 (3) ALTERNATE EARLY RETIREMENT.  Any member who has completed at
 7 least thirty service credit years and has attained age fifty-five shall
 8 be eligible to retire and to receive a retirement allowance computed
 9 according to the provisions of RCW 41.32.840, except that a member
10 retiring pursuant to this subsection shall have the retirement
11 allowance reduced by three percent per year to reflect the difference
12 in the number of years between age at retirement and the attainment of
13 age sixty-five.

14 Sec. 2.  RCW 41.35.680 and 2000 c 247 s 906 are each amended to
15 read as follows:
16 (1) NORMAL RETIREMENT.  Any member who is at least age sixty-five
17 and who has((:
18 (a))) completed ((ten)) five service credit years((; or
19 (b) Completed five service credit years, including twelve service
20 credit months after attaining age fifty-four; or
21 (c))) or completed five service credit years by September 1, 2000,
22 under the public employees' retirement system plan 2 and who
23 transferred to plan 3 under RCW 41.35.510((;))
24 shall be eligible to retire and to receive a retirement allowance
25 computed according to the provisions of RCW 41.35.620.
26 (2) EARLY RETIREMENT.  Any member who has attained at least age
27 fifty-five and has completed at least ten years of service shall be
28 eligible to retire and to receive a retirement allowance computed
29 according to the provisions of RCW 41.35.620, except that a member
30 retiring pursuant to this subsection shall have the retirement
31 allowance actuarially reduced to reflect the difference in the number
32 of years between age at retirement and the attainment of age sixty-
33 five.
34 (3) ALTERNATE EARLY RETIREMENT.  Any member who has completed at
35 least thirty service credit years and has attained age fifty-five shall
36 be eligible to retire and to receive a retirement allowance computed
37 according to the provisions of RCW 41.35.620, except that a member
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 1 retiring pursuant to this subsection shall have the retirement
 2 allowance reduced by three percent per year to reflect the difference
 3 in the number of years between age at retirement and the attainment of
 4 age sixty-five.

 5 Sec. 3.  RCW 41.40.820 and 2000 c 247 s 309 are each amended to
 6 read as follows:
 7 (1) NORMAL RETIREMENT.  Any member who is at least age sixty-five
 8 and who has((:
 9 (a))) completed ((ten)) five service credit years((; or
10 (b) Completed five service credit years, including twelve service
11 credit months after attaining age fifty-four; or
12 (c))) or completed five service credit years by the transfer
13 payment date specified in RCW 41.40.795, under the public employees'
14 retirement system plan 2 and who transferred to plan 3 under RCW
15 41.40.795((;))
16 shall be eligible to retire and to receive a retirement allowance
17 computed according to the provisions of RCW 41.40.790.
18 (2) EARLY RETIREMENT.  Any member who has attained at least age
19 fifty-five and has completed at least ten years of service shall be
20 eligible to retire and to receive a retirement allowance computed
21 according to the provisions of RCW 41.40.790, except that a member
22 retiring pursuant to this subsection shall have the retirement
23 allowance actuarially reduced to reflect the difference in the number
24 of years between age at retirement and the attainment of age sixty-
25 five.
26 (3) ALTERNATE EARLY RETIREMENT.  Any member who has completed at
27 least thirty service credit years and has attained age fifty-five shall
28 be eligible to retire and to receive a retirement allowance computed
29 according to the provisions of RCW 41.40.790, except that a member
30 retiring pursuant to this subsection shall have the retirement
31 allowance reduced by three percent per year to reflect the difference
32 in the number of years between age at retirement and the attainment of
33 age sixty-five.

--- END ---
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DRAFT FISCAL NOTE
REQUEST NO.

RESPONDING AGENCY: CODE: DATE: BILL NUMBER:

Office of the State Actuary 035 10/6/05 Z-0784.1/Z-0836.1

SUMMARY OF BILL:

This bill impacts the Teachers Retirement System (TRS), School Employee’s Retirement System (SERS),
and Public Employee’s Retirement System (PERS) Plans 3 by lowering the vesting period for the defined
benefit portion of these plans from ten years to five.

Effective Date:  90 days after session.

CURRENT SITUATION:

New Plan 3 members of TRS, SERS, and PERS are vested in the defined benefit portion of their Plan after
ten years of service, or after five years of service if 12 months of that service is earned after attaining age
54.  Plan 3 members are immediately vested in the defined contribution side of their Plan. Those who
transferred from Plan 2 to Plan 3 were automatically vested if they had five years of service in Plan 2 as of
July 1, 1996, September 1, 2000, and June 1, 2003, for TRS, SERS and PERS respectively.

MEMBERS IMPACTED:

The counts of active vested and non-vested members are shown below.  Not included in these counts are
terminated non-vested members who would add to the total should they become re-employed.  As of the
most recent valuation, 58,101 out of 98,587 Plan 3 members had less than ten years of service or were not
vested based on service in Plan 2, or did not have five years of service including 12 months after age 54. 
Any of these non-vested members would be affected by this bill if they were to leave public employment
with between five to ten years of service and before they earned 12 months of service after age 54.

System / Plan Vested Non-Vested 
PERS 3 9,447 10,408
TRS 3 19,979 29,323
SERS 3 11,060 18,370
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FISCAL IMPACT:

Actuarial Determinations:

The bill will impact the actuarial funding of the system by increasing the present value of benefits payable
under the System and the required actuarial contribution rate as shown below: 

(Dollars in Millions) Current Increase Total
Actuarial Present Value of Projected Benefits

(The Value of the Total Commitment to all Current
Members)

PERS 2/3
TRS 2/3
SERS 2/3

$ 15,280
$ 5,256
$ 2,126

$    5
$  11
$    7

$ 15,285
$ 5,267
$ 2,133

Unfunded Actuarial Accrued Liability
(The Portion of the Plan 1 Liability that is Amortized at
2024)

N/A N/A N/A

Unfunded Liability (PBO)
(The Value of the Total Commitment to all Current
Members Attributable to Past Service)

PERS 2/3
TRS 2/3
SERS 2/3

$ (2,927)
$ (1,427)
$ (439)

$    2
$    6
$   4

$ (2,925)
$ (1,421)
$ (435)

Increase in Contribution Rates: 
(Effective 9/1/06)

PERS TRS SERS
Current Members

Employee 0.01% 0.03% 0.05%
Employer State 0.01% 0.03% 0.05%

New Entrants*
Employee 0.04% N/A N/A
Employer State 0.04% 0.06% 0.18%

*Rate change applied to future new entrant payroll and used for fiscal budget determinations only.  A single supplemental rate
increase, equal to the increase for current members, would apply initially for all members or employers.  
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Fiscal Budget Determinations:

As a result of the higher required contribution rate, the increase in funding expenditures is projected to be:

Costs (in Millions): PERS TRS SERS Total

2006-2007
State:
    General Fund $0.2 $0.9 $0.4 $1.5
    Non-General Fund $0.4 $0.0 $0.0 $0.4
Total State $0.6 $0.9 $0.4 $1.9
Local Government $0.5 $0.5 $0.6 $1.6
Total Employer $1.1 $1.4 $1.0 $3.5
Total Employee $0.7 $0.1 $0.2 $1.0

2007-2009
State:
    General Fund $0.6 $2.1 $1.1 $3.8
    Non-General Fund $1.1 $0.0 $0.0 $1.1
Total State $1.7 $2.1 $1.1 $4.9
Local Government $1.5 $1.1 $1.7 $4.3
Total Employer $3.2 $3.2 $2.8 $9.2
Total Employee $1.9 $0.2 $0.4 $2.5

2006-2031
State:
    General Fund $24.0 $70.7 $48.9 $143.6
    Non-General Fund $46.4 $0.0 $0.0 $46.4
Total State $70.4 $70.7 $48.9 $190.0
 Local Government $63.8 $35.2 $73.7 $172.7
Total Employer $134.2 $105.9 $122.6 $362.7
Total Employee $70.3 $1.5 $3.0 $74.8

State Actuary’s Comments:

This bill does not modify the employee/employer level of cost sharing as defined in the actuarial funding
chapter – Chapter 41.45 RCW.  As a result, the cost of this Plan 3 benefit enhancement is shared equally
among Plan 2/3 employers and Plan 2 employees.  
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STATEMENT OF DATA AND ASSUMPTIONS USED IN PREPARING THIS FISCAL NOTE:

The costs presented in this fiscal note are based on our understanding of the bill as well as generally
accepted actuarial standards of practice including the following:

1. Costs were developed using the same membership data, methods, assets and assumptions as those
used in preparing the September 30, 2003 actuarial valuation report of the Teacher’s Retirement System,
School Employees’ Retirement System, and Public Employees’ Retirement System.  Fiscal Budget
Determinations were based on preliminary 2004 data. 

2. As with the costs developed in the actuarial valuation, the emerging costs of the System will vary from
those presented in the valuation report or this fiscal note to the extent that actual experience differs
from that projected by the actuarial assumptions.

3. Additional assumptions used to evaluate the cost impact of the bill which were not used or disclosed in
the actuarial valuation report include the following:

4. The analysis of this bill does not consider any other proposed changes to the system. The combined
effect of several changes to the system could exceed the sum of each proposed change considered
individually.

5. This draft fiscal note is intended for use only during the 2006 Legislative Session.

6. The funding method used for Plan 1 utilizes the Plan 2/3 employer/state rate as the Normal Cost and
amortizes the remaining liability (UAAL) by the year 2024.  Benefit increases to Plan 2/3 will change the
UAAL in Plan 1.  The cost of benefit increases to Plan 1 increases the UAAL.

7. Plan 2/3 utilizes the Aggregate Funding Method.  The cost of Plan 2/3 is spread over the average
working lifetime of the current active Plan 2/3 members.

8. Entry age normal cost rate increases are used to determine the increase in funding expenditures for
future new entrants.  Aggregate rate increases are used to calculate the increase in funding
expenditures for current plan members.  Rate increases are based on rates that exclude the cost of
future gain-sharing benefits.

GLOSSARY OF ACTUARIAL TERMS:

Actuarial accrued liability:  Computed differently under different funding methods, the actuarial accrued
liability generally represents the portion of the present value of fully projected benefits attributable to service
credit that has been earned (or accrued) as of the valuation date.

Actuarial Present Value:  The value of an amount or series of amounts payable or receivable at various
times, determined as of a given date by the application of a particular set of Actuarial Assumptions (i.e.
interest rate, rate of salary increases, mortality, etc.)
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Aggregate Funding Method:  The Aggregate Funding Method is a standard actuarial funding method. 
The annual cost of benefits under the Aggregate Method is equal to the normal cost.  The method does not
produce an unfunded liability.  The normal cost is determined for the entire group rather than an individual
basis.  

Entry Age Normal Cost Method (EANC):   The EANC method is a standard actuarial funding method. 
The annual cost of benefits under EANC is comprised of two components:  

• Normal cost; plus
• Amortization of the unfunded liability

The normal cost is determined on an individual basis, from a member’s age at plan entry,  and is designed
to be a level percentage of pay throughout a member’s career.  

Normal Cost:  Computed differently under different funding methods, the normal cost generally represents
the portion of the cost of projected benefits allocated to the current plan year.  

Pension Benefit Obligation (PBO):  The portion of the Actuarial Present Value of future benefits
attributable to service credit that has been earned to date (past service).

Projected Benefits:  Pension benefit amounts which are expected to be paid in the future taking into
account such items as the effect of advancement in age as well as past and anticipated future
compensation and service credits. 

Unfunded Liability (Unfunded PBO):  The excess, if any, of the Pension Benefit Obligation over the
Valuation Assets.  This is the portion of all benefits earned to date that are not covered by plan assets.

Unfunded Actuarial Accrued Liability (UAAL):  The excess, if any, of the actuarial accrued liability over
the actuarial value of assets.  In other words, the present value of benefits earned to date that are not
covered by plan assets.
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